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DOCKET CUNTRGL
M r .  T h o m a s  B r o d e r i c k  a t  A r i z o n a - A m e r i c a n  W a t e r  a n d  I  h a d  a n  e x c h a n g e  o f  e m a i l s  f r o m  M a r c h  1 ,
2 0 1 0 ,  t h r o u g h  M a r c h  3 ,  2 0 1 0 .  J e a n n i e  F r a n z  a n d  K a r l  W i l k i n s  a t  A r i z o n a - A m e r i c a n  W a t e r  a n d
D e b o r a h  R e a g a n  a t  t h e  A r i z o n a  C o r p o r a t i o n  C o m m i s s i o n  r e c e i v e d  c o p i e s  o f  o u r  e m a i l s .  M r .
B r o d e r i c k  d i d  s e n d  m e  a  C D  c o n t a i n i n g  t h e  m o s t  r e c e n t  t e s t i m o n y  o f  A r i z o n a - A m e r i c a n  W a t e r .
B a s e d  o n  t h a t  i n f o r m a t i o n ,  I  h a v e  r e a c h e d  t h e  f o l l o w i n g  r e c o m m e n d a t i o n  a n d  c o n c l u s i o n s :

R E C O M M E N D A T I O N :

I f  t h e  C o m m i s s i o n  s h o u l d  d e c i d e  t o  o v e r r u l e  A n t h e m ' s  c o n t e n t i o n  t h a t  A n t h e m  w a t e r  u s e r s  s h o u l d  n o t
h a v e  t o  r e i m b u r s e  t h e  A r i z o n a - A m e r i c a n  W a t e r  C o m p a n y  f o r  t h e  p u r c h a s e  o f  t h e  A n t h e m ' s  w a t e r  a n d
s e w e r  i n f r a s t r u c t u r e ,  t h e n  t h e  f o l l o w i n g  r e c o m m e n d a t i o n  s e e m s  r e a s o n a b l e .

A  r a t e  i n c r e a s e  o f  n o  m o r e  t h a n  a n  a v e r a g e  o f  $ 8 . 1 0  o r  $ 1 1  . 2 0  p e r  m o n t h  p e r  h o u s e  s e r v i c e d  b y
A r i z o n a - A m e r i c a n  W a t e r  i n  A n t h e m  w o u l d  b e  s u f f i c i e n t  t o  a m o r t i z e  a  3 0  y e a r  l o a n  a t  6 . 7  p e r c e n t  f o r
t h e  " b a l l o o n "  p a y m e n t  o f  a p p r o x i m a t e l y  $ 2 0  m i l l i o n  m a d e  b y  A r i z o n a - A m e r i c a n  W a t e r  t o  P u l t e .

C O N C L U S I O N S :

( 1 )  T h e r e  i s  a  m a j o r  c o n f l i c t  b e t w e e n  w h a t  M r .  B r o d e r i c k  s a i d  i n  h i s  e m a i l s  a n d  h i s  t e s t i m o n y  b e f o r e
t h e  C o m m i s s i o n .  M r .  B r o d e r i c k ' s  t e s t i m o n y  s t a t e s  t h a t  t h e  c u r r e n t  r a t e  r e q u e s t  i n c r e a s e
i n c l u d e s  " A n t h e m  d e v e l o p e r  r e f u n d s  t o t a l i n g  $ 2 8 . 1  m i l l i o n  ( o n l y  A n t h e m  W a t e r  a n d  A n t h e m / A g u a  F r i a
W a s t e w a t e r  D i s t r i c t s ) . "  H o w e v e r  h i s  e m a i l s  i n d i c a t e  t h a t  a p p r o x i m a t e l y  $ 2 0  m i l l i o n  a r e  i n c l u d e d  i n  t h e
c u r r e n t  r a t e  r e q u e s t .  T h e  l a s t  p a y m e n t  o f  a p p r o x i m a t e l y  $ 7  m i l l i o n  h a s  n o t  b e e n  i n c l u d e d  i n  t h e
p e n d i n g  r a t e  c a s e .  W h y  i s  t h e r e  i s  d i f f e r e n c e  o f  a p p r o x i m a t e l y  $ 8  m i l l i o n ?

( 2 )  A r i z o n a - A m e r i c a n  W a t e r  d o e s  n o t  m a i n t a i n  c o s t  a n d  p r o f i t  a c c o u n t i n g  r e c o r d s  s p e c i f i c  t o  t h e
A n t h e m  w a t e r  p l a n t  a n d  e q u i p m e n t .  T h e r e f o r e ,  a n y  f i n a n c i a l  d a t a  t h e y  p r o v i d e  i n  s u p p o r t  o f  a  r a t e
i n c r e a s e  f o r  t h e  A n t h e m  w a t e r  p l a n t  i s  s p e c u l a t i v e ,  f l a w e d ,  a n d  u n r e l i a b l e .

( 3 )  T h e  r e q u e s t e d  r a t e  i n c r e a s e  i s  s u b s t a n t i a l l y  m o r e  t h a n  w h a t  i s  r e q u i r e d  t o  a m o r t i z e  t h e
a p p r o x i m a t e  $ 2 0  m i l l i o n  " b a l l o o n "  p a y m e n t  a t  6 . 7  p e r c e n t  o v e r  a  3 0  y e a r  p e r i o d .

( 4 )  T h e r e  i s  n o  e v i d e n c e  t h a t  A r i z o n a - A m e r i c a n  W a t e r  i s s u e d  l o n g  t e r m  ( 3 0  y e a r )  d e b t  a n d / o r  e q u i t y
t o  f i n a n c e  t h e  " b a l l o o n "  p a y m e n t  o f  $ 2 0  m i l l i o n  m a d e  t o  P u l t e .

( 5 )  A r i z o n a - A m e r i c a n  W a t e r  w i l l  m a k e  a  f i n a l  " b a l l o o n "  p a y m e n t  o f  a p p r o x i m a t e l y  $ 7  m i l l i o n  t o  P u l t e
t h i s  m o n t h  ( M a r c h  2 0 1 0 ) .  M r .  B r o d e r i c k  s t a t e d  t h a t  t h i s  p a y m e n t  w i l l  b e  f i n a n c e d  b y  " s h o r t - t e r m
d e b t . "  I t  i s  e x t r e m e l y  p o o r  a c c o u n t i n g  p r a c t i c e  t o  f i n a n c e  l o n g - t e r m  o b l i g a t i o n s  ( w a t e r  p l a n t  a n d
e q u i p m e n t )  w i t h  s h o r t - t e r m  d e b t .

C o m p u t a t i o n  o f  R e c o m m e n d a t i o n :
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"Balloon" payment to Pulte - $20,000,000
Interest rate - 6.7 percent
Repayment period - 30 years

Computed annual payment - $1 ,556,000
Less 25 percent for Anthem non-residential use (based on Schedule H-1, page 1 of AAW
(Gutowski)testimony) - $389,000
Net annual cost to Anthem residential home owners - $1 ,167,000

Number of houses in Anthem - 12,000 (my estimate) or 8,678 (AAW testimony)

Annual cost per house - $97.25 or $134.47

Monthly cost per house - $8.10 or $11 .20

The testimony of Arizona-American Water shows a different number of Anthem customers on the
different charts, and I have been told that there are about 12,000 houses in Anthem. I am not sure
what is the most accurate number of residential houses serviced by Arizona-American Water in
Anthem, so I have shown two different estimates.

Some of the numbers are my best guess since I do not have access to more accurate information. I
would expect that the Arizona Corporation Commission does have access to more accurate
information or at least has the authority and ability to get more accurate information. The above
numbers would, of course, need to be adjusted by the more accurate information. However, I would
expect that my estimates are reasonably close to the more accurate data.
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